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III, B. Sovict and East Euxgpcan Economic’

“Relatlions with the US and the West

1. Evolution and Prospects

“ The driving force behind the growth in trade with
the West has be2n the naaiof the USSR and Eastern Lurope
to acquire advanced Western technology and equipment in
order to spur domestic cconomic development. The East
also has looked to Wastexrn countrica for the agricultural
products, intermediate goods, and most recently crude oil

which cannot be procured elscwhere,

In the past decade trade with the West has been
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the fastest growing sector in the Soviet and East Luropean

economies. Exports to the West from these countries rose

by an‘averagelannual-rate of 11% in 1966-70 and by an

average of 23%-in 1971-75. The willingness of the West

to prcvide an ever increasing amount of credit has allowed
for an even more impressive annual rate of import growth,
13% in 1966 70 and 32% in 1971-75.

The constant dollar growth ot East-Wevt trade has
also been impressive; particularly when contrasted with the
reallgrdwth in Soviet and East European GNP in 1971-1975.
During this period, the GNP of the USSR grew at aﬁ average

- annual rate of 3.9%,;exports to the West by an average_éf 10%,

and imports from the‘West by an estimated 28% annual rate.
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Growth in East-West Trade
| - (Billion US §)

1965 - 1970 . 1975

E.‘:ports lrports Ebcport.s Imports . BExports = Imports
‘ - from from to from

L DeveIOped Developed Dov010ped Developed  Developd Developed
" West Wast West ffest West West

Tbuﬂ.ofWhﬁﬂz o o P

USSR ; X . o 1.4 . 106 2.3 2‘8 8.0 31.3
Easua:zwame 24 26 4.1 4.8 10.5 17.1
Poland . . 0.6 0.5 1.0 0.9 . 3.1 6.1
Bulgaria = - 042 0.2 0.2 0.3 0.4 1.1
Czechoslovakia 0.4 0.5 0.7 0.9 1.6 2.2
- Fast Gaxmany ° "~ 0.6 0.6 1.1 1.4 2.6 3.7
mmgaq ' ' °.3 004 0.6 0.6 l;l 1.8
- Romania’ - 0.3 0.3 0.6 0.8 1.7 | 2.2

Dauannyxuﬁ;add'&fidaﬂs shown because of rownding.,

:‘The Eest Europeen experience was similar. Aggregate GNP

E grew at a 5. 9% average annual rate in 1971-1975 while exports

'j;to the West grew by an estimated 108 and imports by 17%
o annually. e o | ‘
" Soviet and East Eu:opean trade with the West has
expavded 1n complex1ty as well as in volume. The USSR and
'East European countries have sought trade, scientific and
‘technicalvcooPeration, and credit agrcements with Western
;governmenos:in'order to enhance their ability to increase trade.
Moreover,'with the growth of exports and the need to stimulate

export growth even further, these nations have become more

CONNG, 211,
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active in concluding mnrketing agreements with hestern
firms or in establishing their own marketing Operations in
the westa. Concomitantly they have placed increased o
spressure on Western governments to eliminate Western quota
restrictions and to obtuin most-favored-nation (MFN) status.

‘The kast has also attempted to establish more
complex trading relationships with Western companies to
insure their ebility to obtain botn imports of advanced
technology and guaranteed markets for their exports. To
this end.increased stress has been placed on compensation
agreements,* and co-production agreements  ** |

Interest on the part of the USSR and Eastern Europc
" in expanding East—West trade is stronger}than ever; past
infusions of Western technology and equipment have only
whetted their appetities. For the East Europeans, moreovar,
, cutbaeks in the growth'of Soviet deliveries are forcing them
to increase imports of oil. grain, and industrial materials from

the West. During the next decade the East can be expected to

. intensify its efforts to secure additional Western financinqg

'1jas well as viable export markets in the West.

w Compensation agreements provide for Eastern imports of
' Western capital goods often on credit which are repaid
usuully by goods produced by the imported equipment.
.. %*. Co-production agreements involve production of components
_~by both East and West, with assembly or further processing
,occurring in the Eastern country. - -
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An increase in trade with the West has its drawbac?s, -

}° ?thowever.i The Soviet and East European economies do not

:Ela-easily cope with the vagaricsassociated with trade with the
| | West.. The recent Western rececsion highlighted their
?'-‘vulnerabilities and no doubt raised questions among the:
. 1eadership of the Communist countries about how to cope with
Western business cycles. Nonetheless, the trend p01nts
to increased economic interdependence with the West.
The USSR and Eastern Europe will attempt to get
the best of both worlds - increaSLng the real value of
'imports from the West while trying to insulate their export
industries from Western'merket disruptions. To this end,
these countries ere attempting to secure export markets
i via the use of compensation agreements and -- in the case of
Eastern Europo - co-production agreements and Western equity
| participation.
' The actual growth in East-West .rade will be limited by
‘Soviet and East EurOpean export capabilities which will
constrain the growth .in Western imports. Heavier debi service
and increased Western coacrrn over rising debt will limit
SOViet.and EastdEuropean:ebility to continue to run buge
trade deficits. Unless the large current debt overhang is
substantially reduced, import growth in the next decade is

5 likely to be below the rate recorded over the past decade.
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Role of the US

The US economy is a major potential source for the
'advanced technology, agricultural‘products, and‘financing‘
_desired by the East as well as a potential major market for

, fSoviet and FEast European exports. fhe Us, however, has played

a'minor but increaSing role in EaSt-Wost trade. Trade until

| }recently was mainly limited to US enports of agricultural
commodities ‘and selected types of equipment which could not

';%be obtained elsewhere, in- exchango for petroleum products,

; :hams and metals. In 1970 trade between Communist Europe and
,‘the US represented 4% of total East-West trade. This share

Wrose to s% in 1975 and will be higher in 1976.

‘Mutual awareness ‘regarding trade possibilitics grew with
" the US-Soviet detente. Since that time Soviet and Fast European

-ordera for US equipment have increcased markedly. Their exports

"Ito tho US have also risen although significantly 8lowor than

‘ i.imports.; Inter—govornmontal agreemcnts, including the aWarding

%ftof Eximbank, MFN, and CCC privileges to some East EurOpean

_ countries, hawaplayed a supportive role in the expansion of

ib.this trade.f Given a good trading environment, Soviet and East

K}EurOpean trade with the US would probably increase as a share
‘of total East-West trade over the next decade. Until credit

1jfacilities and other benefits now accorded to Poland and
.Romania are provided to the othcr East European countries and

‘the USSR, however, there is a greater likelihood that the US

-role in East-West trade will ddgline.,

COMFINMTIAL
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‘ :}in 1975 imported equipment is ecxrucial to the development

:'i;deVelopment, the chemical industry and the automotive industry. 5y

USSR

S e

g M ;Although Moscow wns previoualy able to rely hoavily on -
' f_a rapid growth in thc labor force and the stock of plant and

fi equipment to Spur economic growth Soviet leaders recognize
S that further rapid growth can only be achieved by accelerating
| technoloq1cal progress. The problem is that the Soviet R&D
"sector has lagged in develoPing and applying new technology.

The USSR has been forcedvto turn increasingly to imported

technology} via the purchaSe of machinery and equipment, as
a'means of accelerating technological progress and economic
growtﬁ.s The need for an expansion of trade with the West

 has received priority attention at the last two Party Congresses

and the va‘lue_ of Soviet two-way trade with the West has, in fact,
~ grown 6-£fold over the past decade to $21.3 billion in 1975.
| Aithough the volume of &xdetinporusof machinery from the

'.West comprised only 5% of total domestic investment in machinery

of key Soviet industries including oil and gasfield

Inexwitumebsuazlequu;mxu:andtxmutalpnmndes'ﬂmaba&u;for ' g
significant Soviet raw n.aterial development programs including ]
t fcoal, timber, and aluminum. The USSR also relies on Western
suppliers to redress domestic shortfalls, most notably in

the areaa of agricultural producta and finished stecl.

o
,<:3_
L ZB



: . .
Y g S AT b _ .

S Western equipment and pipe have been placed in the last 2%

"ff‘ore processing facilities.;
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g Moscow s intention to continue to erpand~trade with i

;g the West is clear. 0ver $12 billion in Soviet orders for

,T years, and discussions continue on several other major deals.
§ Moscow obviously hopsa to elicit Western participation in
f additional development projocts including offshore oil and gas

‘fhdepos1ts,’siberian natural gas deveIOpment, nd wood and iron

o Eastern Euere R

‘ Increased trade with the West has been even more
| critical £or Eastern Europe, which is more trade dcpendent and

o resource poor than the USSR.

A Like the Soviets, the East Europcans decided in the
| 19605 to import sophisticated machinery and equipment from
" the West to attack problems of slow growth, low labor

' productivxty and decreasing additions to the labor foxrce.

| By 1975, in real terms, imports of machineiy and equipment
from the West were 6 times and total imports from the West
4 timesvthe l965v1evel§'GNP grew by only two-thirds during

the same period. Major machinery import categories have

T R R A kS R S R AN B B R

been chemical equipment, oil refineries and petrochemical
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'plants,fand equipment'for the food and light industries,
In contrast to the USSR, however, Eastern Europe has
also become more dependent on the West for materials -= not

only for high quality industrial materials unavailable elsewhere

B 7
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such as special steels, synthetics, and plasticn, but also for
| grain, oil, and metals formcrly aupplied by the USSR,
| Although still providing ‘the lion' s share of fuels and metals

to Eastern Europe, Soviet supply constraints have resulted 1n a
slowdcwn in the growth cf oil delivcrics in the late 1960s and .
ferrous metals in the early 1970s., Crop disasters in the USSR
led to a sharp cutback in grain deliveries from the 1972 harvest
'and a. cancellation of deliveries after the 1975 harvest, forcing
the East Europeans to buy additional amounts of grain in the
West. -

i} With East European populations more aware of Western

living standarde, East European leaderships have also been

. more attentivevto'consumer interests than the Soviets.

| After'the Eolish riots.Of 1970, several East European regimes .

: boosted imports of consumer goods from the West. Although

‘ Romania and Bulgaria refrained from these purchases and the
-? remaining countries have cut them back in tlme of austerity,

,f conaumer goods purchases remain an important, if small, share
g of total imports from the West. |
| h Trade wrth the West began to falter in 1974 as soaring
| world prices, the ECD ban on beef and cattle imports, and the
“'beginning of Western recession took their toll. The East
‘i Europeans, however, did not begin to cut back on imports until
‘the spring of 1975 and the deficit hit $6. 7 billion, topplng
"‘the previous record of $5 4 billion incurred in 1974.
Romania, by cutting imports sharply, was the only

country able to reduce its deficit in 1975. On the other hand,
Poland's imports - led by machinery and equipment -- rose 16%

and its deficit jumped from $2.4 billi to $3.0 billion.
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Efforts to hold imports down and ~some ‘recovery in exports

_:??should permit the East Duropeans to pare their cumulative
:.deficit to about $5.5 billion in 1976. Bulgaria, .ungary, “and
‘5ﬁ Romania are cutting bnck on imports and should be able tof
‘reduce thelr deficits significantly. Czechoslovakia, East,
'15:Germany, and Poland -- needing extraordinary imports of grain

bi}f_and fodder - will have difficulties in trimming their deficits.

’O. L

Given their already’heavy debt burdcn, the East Europeans

will haQe}to continue to curtail import growth over the next

few years. The extent will depend on the degree of recovery
in their Western export markets, domestic constraints on their

ability'to export, and the availability of financing. In

addition, some of the countries =-- especially Bulgaria,

Czechoslovakia, East Germany, and Hungary -- may well have to
divert some exports to the Soviets in order to make up for

’ thcdeforiorution in their terms of trade.

In addition to strong efforts to push exports to the West,

‘the East European w111 continue -0 seek compenqation ‘deals
t qu co-production arraugements in an attempt to ease their
‘hard currenc§ payme nts position., Western reluctance to become

involved in'sucﬁ arrangements, however, limits their potential.
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As 1ong as Western marketa are favorable, most of the
| Eant Europcan countries. ahowld be able to import most of the

| agricultural and industrial mitexials they nead. But they

ﬁ‘can do this only_if they are willing to limit theix desire

E for Wesﬁern eqnipment and technology. Such imports can be

% cuxbed for a while without sceriously harming economic growth.
e Facing difficulties in borrowing as well as a
firestive population and committed to continued
f7irapid economic growth, Poland is particularly in a
*fbind;: We.project that, given supply constraints,
"Poland can at best increase its exports to the
& d.veloped Wést only 18 a year in 1976-1980 at currént prices.
_ijhis would limit average annual impcrt growth to
"¥f5%‘(no growth in real terma) if Poland is to keep.
f7@ﬂite debt within manageable bounds.
:.cw The'Romanianc; aithough also committed to rapid
'Feconcmic érowth, are in a somewhat better position
-??bccause of their willingnees to cut imporis sharply
i:;in?1975476. Bu£ imports will have to pick up.sub-
:'stentially soon if the Romaniansare to come close

to realizing their ambitious growth plans.
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The Bulgarinns also are reluctant to slackcn
‘their rapid economic growth. Thcy may,
:however, have to heed the advice of the U’”R -
the only‘country apt to bail them out if
necessary. The Soviet Ambassador to Sofin
récently stated that Bulgaria ought to scale
‘down its grandiose plans for impoxts from the
West and economic growth.

East Geimany, Czechoslovakia, and Hungary will
meet‘their obligétions and keep their deficits
under control, but with reduced import growth.
This may not be a major problem, however,

- . because the economic growth targets are low.
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- Importance of nconomic Interests to Ovornll _ -
zjectivoe.,. . .

In the current Soviet (and East Buropean) pollcy ,'

'economic considerations are ext'emely imaortant,

hiof dotente.
'fbut not overriding.v Such problems as coping with China,
fcontrolling nuclear risks, and advancing political 1nf1uence
-,ﬁhin Western Europe and elsewhere are also important factors.
'”:fEconomic considerations complement these other aspects. of
Eltfdetent‘elay,“of:f:’c::ring an alternative to autarky and a response
.f?} to changing world conditions. |
B {' If detente suffered in Jmportant strategic or
if:ipoliticaliareas; Moscow would make great efforts to sustain
?;ite foreién economic policy so long as some major Western
;governments were recept1Ve. The economic considerations
iithat 1ed Moscow’to formulate its policy of expanding busincss
jtios with the We t would remain even if certain political
liconSiderations supporting detente lost various specific
jjcompetitions with other Soviet policy piioritiee.
: i: Ij. Almost 60 years of economic experimentation have
;failed to deliver Lhe USSR from its relative technological
backwardness compared with the industrial states of the West;

{this has been acknowledged by Soviet officials. These Soviets

.also acknowledge that the gap may widen between Bast and West

"fin the vital area of econoch compctition unle G v1gorcus

[?efforts are made to adapt to the demands for Lechnological qrowth

‘ Q\ =y erral
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f?f‘ ,'21 Zn~a'Apart from the desire to lessen the risk of
‘v;global nuclear contlxct, probably no othor aspect of Moscow s
Icurrent detente pollcy has developed a stronger consensus
among Sov;et leaders Lhan its economlc pOlle. However,

:"there are doubtless greatly dlfferlng views on the impll-

_cations of detente for the structurlng of. the Soviet domestlc

ii';economy. The need ior Western technology and credlts eems

: ;to have few serlous crltlcs, though there are strong forxces
éin‘Moscow\who oppose any fundamental tamperlng with the
?Sovxet economy ln order tha it mlght more effectlvely absorb

r\‘t'the technology and 1nvestments the USSR seeks. There are

'alsofinfluentlal cxrcles who worry about the ccnstralnlng

“implicatxons?of growxng economlc interdependtsce.

‘nmajor setback for detente would serlously

Zhamper,'ut.not stop the Sov1et leaders from pursulng thelr
'foreign econonzc course./;The Kremlln would llkely judge

that?it would have to:&nxgo some of the economic beneflts it

.seeks.from the West, but that it would be able to malntaln

Neconomic dealings with some major Weetern governmcnts and

‘41n tlme restore beneflczal relationshlps w1th others.
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:QIV;A;3.AJ 'Soviet and East European Debt

| The net hard currency debt of the USSR and Lastern
: ? Europe has 1ncreased frcm cnly $13 bllllon at the end of

w-1973 to $49 bllllon at Lhc end of 1975, ¢nd 1t will probably
.grow Lo near $40 bllllon by the end of 1076. These countries
had programmed a large 1ncrease in 1mports, financed partly

| by 1ong-term credlts, Wthh were rcad:ly available from

' Weeteln countrlee. Thelr debt, therefore, was expected to
go up in any event. What pushed up the debt to the current
massive prcportlons was malnly the Western economic reces-
sion, whlch nearly halted the growth of Soviet and East
European hard currency exports. ha551ve Soviet, East German,
,and POlluh graln 1mport requlrements as a result of last

: year'f dlsaStrcua Sov1et harvest added to their hard currcncy

;JdeflClL and 1ncreaoed»the1r borrowrng needs.

The prospectlve hard currency defrcrt for 1976 are
llkcly to ralse thL USSR'° debt to over $13 blllron and
Eastcrn Europe'v to as much as $25 blllron.' Although no
Sovret or East European borrower has becn ‘turned down, the
cost of Western credrt and the drfflculty of obtalnlng it

| are 1ncrea51ng.n Many Wevtern bankers have reached legal
‘f”n or self~1mposcd celllnga on Sovret and Fast European dobt.
In addltlon, the 1nternat10nal ban?rng communlty is becomlng
i ?1ncrca01ngly concerned about the dcbt problem and the per-.

sxstencc of hard currency deIClLu. Westcrn banPers have
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v USSR am\ Ea'tcm IZurop» Total Kard Cusrency cht

‘jora ‘.‘ S 1918 1976!

" Debt at Debt Szrvice " Debtat

% _ .. .Yearend? - - Ratio3 ‘Yearerd?
. (Billion US S) (Pcrccnt)' © (Billion US S) * (Percent) (Billion US S)
50 . . 1?7 v 100 - 22
C132.0 e 190 w—
'1v‘ _ f; 1.2 . 38 ST I 65
RN ‘Czcchoslovakn B SR & LI (S 2
i East Gcrmany 28 . 1T - 38 - 2
R Hungaty TULLS 19 0 L ) |
.o Poland ;v 390 2 68 43
- Romania | 11;,hghgj25u;‘l 29 T30 . 45

}?:nﬁna: . Debt Service
. Yearend? © .. Ratio®

v USSR ST
I.Zastcm Europe
¢ Bulgaria

N

WONDNNVDW

. L ] L] * L] L] L]
NVNOANHHWWO

[

C 1. Pro;ected
2.0, Bstimated.’ | -
3. Repayments of br:mm.oal and intexest as a percentage of |

" “.merchandise cxports. Total hard currency ecxports are used
‘in the Soviet case; exports to tuo developed West for the East

European countrles ..
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long v1cw;d the UGsR and Past Lulopeun countrics as CXLClan

- credlt risks.' The abs cnce of defaults and the minimal amount :

of refinancing durlng ithe entire postwar period for these

countries indeed compares Vvery favorably with the experience

AL

¥

o
PRy

- of many non—Communlst governments and firms. Even today,

'the Communlst countrles have higher crcdlt ratings than

B AR YA PO

almost any LDC.,

e

Thc hlgh credit ratings of the USSR and Eastern Durope .

e
RN

- e
R

. are also based on the assumption of a hlgh degrce of

SN

political stability; It has been assumed that Communist
- govarnments were strong enough to make the economic adjust- §
E ments necessary to cope thh any debt problem, 1nclud1ng %
ﬁ sharp cuts-xn 1mports. For most East European countries, %
lé it hasfalso been assumed. that Moscow was the banker of last g
- resort, as has sometlmes becn the case in the past, parti- %
p cularly for Bulgaria.i The assumptlon of polltlcal stability ?
f; has been somewhat tndermlned by the cave-ln of the Polish 3
:f government 1n the face of worker demonstratlons after the g

oy

recent attempt to 1ncrease food prlces.. Slmllarly, various

Gz,

reports 1ndicated that Moscow was generally glVlng a loaer

TR T

o priority to supportlng its Bast European alllev' debt..
Glerek's recent success 1n obtalnlng above-plan Soviet de-

11ver1es of oil and the resumptlon of . Sov;et grain deliveries

SN ST

from the bumper harvest may 1ndlcatc a softenlng -=- but not o

W S
B

.an abandonxng_-e of the t;ghtflstcd.Sov1et position.
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Wcatern bankexrs' eonucrn about the Soviat and laJL

J{¢;Eur0pean debt prohlcm could snowball but thig doos not soem

;eflikelyi?iThe USSR is stlll vie“cd as a good CILdlL ris k,

}”:fand most Western goveinmenti are continuinq to guarantec

“long—term credits, athough vith closer cxaminatioa than in

the paQt Poland's crcdit status is most at risk. Wcst

t .Duropean governmeuts believc they have a political stake in

';‘fcxpanded trade with the East and are willing to provide Jarge

credits to sustain its growth. hevcrthelc .3, should Soviect
and East Europcav hard currency deficits 1ong continue at
recent hlgh 1evels, these countries would encounter rapidly

1ihcreasing diffieultyiih obtaining now credits.

USSR
i The rapid growth in imports cf Western equipment and
. pipe under credit and the unexpectedly large trade deficits

. in 1975~197Ghnve led to a substantial rise in the USSR's

~ hard currency debt; total net debt rose fxom roughly $5 billion

~in 1974 to over $10 billion by the end of last year; by
_ the end of 1976 net Soviet indcbtedness should exceed $13

" billion. Roughly three-quarterq of this debt is medium- and

o long-tcrm, largely hcld or guaranteed by Western governments.
' Net Soviot liabilities ‘on the Eurocurrency market, rcprogontlng

:‘Anon-guarantced indebtcdness and mostly short-term in

“'composition, rose from less than $100 million at the end of

‘7119745t° $6.4 billion by the end of the first half 1976.
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| ;; futurc capital goodc impOrts from the cht.\ The covcrnmcnta of

Table e

: USSR: llard Currcncy'nalnncc of laymonts
- and Outstanding Indebtedness

Million Usv$

1974 978 1076 v

Merchandise exports, £.0.b.Y, 7,630 7,800 10,300 13,000 g
‘Merchandise inports, f.0.b, "/ - 8,541 - 14,200 15,300 16,000 %
Merchondicae trade, net, NJES 400 200 400 400 i
* Non-nonetary gold - . 800 1,000 1,000 1,300 4
Services and transfer payments, net 300 400 -300 =300 §§
CURRIINT Z0COUNT BALANCE . / . 589 -5,000 -3,900 <-1,600 %
Medium- and. long—tcrm capitaJ neb— - 820 3,000 - 2,200 1,347 i
| Rasic BALANC& . o 1,409 =2,000 -1,700 -300 8
-Ycarcnd nct indcotcdncgs " ' 5,000 10,000 13,000 13,000-16,000 %
ST Imclumxmry. v g
- 2, 'Bstimated.” - 3
3, Official Sovict foreign trade statistics. i
4. Including cstimated revenues frem arms sales and hard currency &

- expenditures for Cuban sugar. It excludes hard currency tradn with 3

other CEMA countries. o
5, Including mediun- and 1onq-tcrnt«ynd1catcd Eurocurrency CJletS T
which were' usedg in pa:t,_for cqmpcnsapory financing. Sl

'
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The USSR sccms rea»onably assurod of obtamnlng moqt

'Vof thc mcdium- and long-term credits it will rcquiac to fxnancc

(e

el

o
%
e

'f'France, West Germany, Japan, thc Ux, Canada, and (domestic
~'conditions permitting) Italy either have advanced or guaranteed
larqe credlt lines or can bc expcctcd to do so in the future on

the basis of new SovmcL ordero. Althouah some Westcrn aovcrnments

are looking more closely at the rapld groth in Soviet indcbtcdncos,
they rcmain bnsmcally optxmistlc concerntng Soviet crodltworthlncvs.
5- g
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In contra“L, Moscow 8 abillty to obtaln the non-

Bl AE s
PN U e

o what

orguarantocd crcdits it nccds appears construinod. The USSR was
“ffforced to borrow roughly §6 billion from WObLern commercial - v @
:bankcrs over.thc past L months :ind a8 a result nany major Wasicrn
3banhs are currently near or at their lendlng llmlts vis-a-vis the :
'USSR. Theqe banks in partmcular, and Lhe Western banking
‘community‘in general have become far more sclective with regard
to additiongf lending. The USSR is finding it more difficult
to obtain ghort-term credits and probably will be forced to pay
highex intcrost raies and front-cnd feas to obtain Western
participatidh in'medium-term syndications. Most bankers seem to
prefer suppliex's credits which yield a profitable rcturn and
enhance tﬁé iendinq.bank's'relationship with the Western exporter.
‘ | For its part, the USSR has apparently rcallzod that
' lts hcavy borrowxng in 1975 has limited ltS ability to heavily
;tap the Buromarhct for funds this yecar. Moreover, Sovict
'iborrowors rcmain extxcmely sensitive to the nominal interest rates ;
'igthey mus t pay nnd view any ratc increase =~ which would probably

Wﬁoccur if Moscow wcre to seek new Qyndlcatlons == as adversely

ATinreg A mwe Zwaws e 3 awrse

lf‘affocting their credit atanding in the West. ' To protcct xts
'ocredit rating as well as its * rcmainzng borrowing capacity,
’fMoscow haa takon aeverul ateps to roduco its dependoncy on the

' ' | {
'.f;;EurocurrencY markot for financial Crﬂdits- Thasc ateps have . i




o a LJghLonan of con*:oln over foroiqn_

ﬁw;oxchunqo o*pcnditures, including dv!ormunt

paymcnts £or some qoods alrcady del;vorod .
7; e‘ a groutcr use of pxomis oxy noto £inancing

jfor equ;pnent imports which Moscow would

Vj~ff£inorma11y have concluded on a cash basxs..o

'”fg;fiive-year flxed rato (7 5°) Soviet
recourqe market, and a 1arga porcentagc of

-_'being flnanccd by thl method.

- o a channelllng of ordcrs on scveral majox

,ﬂeals to | £irms to.take

advantage of long-term credits which have
been extended . but heretofoxe have been

largely unused. In mnny cases, this trade

US conpanics.

been heavy sollera in reccent weeks. The recent

of cash down paymentq on SOme . ordcrs unt:l_

',#;1977 and the deluy until next year of ca»h-‘

?:Europcan scurcos roport a stcady aupply of
;n'promlssory noLes bcing dlocounted on the non-

',equlpment oxders in the us are also apparently

diversion has been at the exponﬂc of competing

o hcavy sales of gold in the West despite poor
market.conditiono: $635 mllllon was earned from
'@_ gold sales inhSwitzorland during the first nine

months‘of this yonrland the Soviets reportedly have

riso in tho go]d price has made this an increasingly

Al brvactiuvn nlternative. 7 |
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. Although remaining a heavy borrover on Wastoern.
{;;moncy markcts,vthc USSR has bocn able to ubqtnntlully rceduco
; 1t3re11ance on private ClGdlto in flnan01ng this ycar'° hard
' currency trade:dcfic;t. While the $3.4 billion hard curroncy .
; trade'dcficit}ihcurrcd in thc first half of 1976 equalled
- the dcficit_recordcd in January-Jdune of last year, nct
- Soviet borrowiogs on Wcotcrn private money markets in these
- respective périoﬁs fell from $2.9 billion to $1.6 billion.
| The USSR almost certainly would hayc preforred to
. refrdiﬁ coﬁplctely from‘veeking a Eurocurrency syndication
. in 1976, thcre is some indioatlon that 1t docision to do so
.; last April was unewpcctcd Marknt response to this vndication
"?;_($250 mlllaon at 1.25% over the London Interbank Offered /v
;f Rate) was vcry poor as evidenced by the 17% partmcxpation by
}i Communist-owned ban?s in the West, Since it is highly unlikely

:7jfi'that Mo cow will accept the higher interest ‘rate gprcads

'“f;‘WesLern bankcls will insist upen on any futuro syndications,

.1511igit is doubtful that the USSR w111 entcr Lhe Durocurrcncy
éc;marret for a socond syndlcation this year'i‘ |
i } As long as Sov;et Durocurrency zndcbtedness remalns
.‘:;iat or'above present levels the USSR wxll probably attempt
| fﬁf;to 1imit trade dcficits, and thus import growth £rom the

,7West, to levels which can be financed w;thout resorting to

'ggcneral purpose borrowinq. In ordor to maxlmlvc Lhe growth
\*}'of imports from the West Mosoow can be oxpcctcd to make

' ?é'hean usc of govcrnmcnt—backed credits. Along with ant:cxoatcd
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’n.%revenuea fxom gold and arm tdles, tranaportdtlon oarnang"

-and tOUIl t IOClet : such Lled borrowmng uhOUld allow Lho

’?USSR to flnance annual trade deficits on Lhe order of $2.JA'

bllllon to $3 bmlllon for the nert fcu yealq.t

Should the Ua&R agatn incur unoxpectedly largc trade

'f-:deficito, 1t will probably have to place grcater empha°1e on

3@ ;expanding exports and/or cuLtlng back on non-graln 1mporto.

nlakc 1973 or 197;-1976 Lhe US;R is not e pectcd to be

‘ °ab1e to rely hedVlly on gencral purpose borrowlng to mak

up a majur portlon of the shortfall. 1In addition to taking

:the abovc mentioned steps, hlgh level Soviet OfflClalS have

stated thnL hard currency necds have caused the USSR to in-
P

- crease the cmphaalq placed on erpandlng raw material exports

“in an effort to rapidly boost hard currency rccclpts.

Poland

GlercP - 1n a reversal of Gomulka's more cautious

" approach -- has taken max1mum advantage of Western credits

- to Jmport vast amount of capital equipment to modernize

.+ the POllSh economy. The vcry rapid CVpanolon of Poland's

3; 1mports from the Wes t in the 1970s -~ Warsaw s trade moved

o into. deflcit beglnnlng in 1972 - reflccts the national ob-

3:,jective of the Gierck reglme to catch up," not just with
%vthe West but also wlth othex East nuropcan countries. A

: second,related.motlve,'no 1e 38 urgcnt, was to ralse the -

.



7 ;{f;borrowing nceds~-trudu deficitv climbud to. $2 4 bxllion Jnf

: ﬁ”1974 and 43 0 hillion in 1974. By tha end of l974, tha |

. hard currency debt had hit $6.9 billion.‘ Although still
'relying hcnvily on govcrnmenL quarantccd credits == whlch |
accountcd for roughly one-third of the total debt at end |
197a - Poland has bcen foxccd since 1972 to gleatly boost
'ite Purocuxr'ncy borrowxng to obtain lho financ:al credits
neecded to help cover the unercctﬂdly large deficits and
mcct r'"an repayment obligatxonn. By yearend 1975 known
‘net Eurocuxlency liabmlxtieo had hit $3.4 billion. As a
reéult df heavy short-térm borrowing on the Euromarket,
Poland's dﬂbt structure -=- once the pest in Eastern Europe =--
detcriorated.. Long—tcrm debL dropped from about two-thirds

‘of the totul in 1970 to roughly one-third 1975.

| In Splte of Pollsh efforts to cut back on import growth

L and some recovery in ewports,‘this year's trade deficit will

i{ﬁbe about:the Bame as in 197;.; This w111 be orf et only

i y the .end of“the‘year.‘

|
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:’ikﬁ,f‘ - Table

f‘i; | Polnnd°i‘uard currency Balahcéybf:Pﬁymcnts ey
RN ing-_‘ o and Outstanding Indcbtedness o ‘
Million US §

B S om 1975 1076/ 10773/

,. -,Melchandlse e\'porl..a, f o. b.z-/ | | . 3,100 3,000 3,360 - 4,030
_Tn!/bmhanfhse uport.,. f.o.b.—/ 5,340 6,220 6,610 . 7,270
‘ .;;Scrvioe and pr:.vate transfcrs, net 67 | -40 ’ 200 100
i cuamzxccowr nmcn IR '»-2,173! -3,260 3,050 23,140

‘ "mdum- and long-i.em capxml, nct.-/ ‘ 1,073 _'i 1,745 2,000 2,000
. BASIC mmcs N o -1,100 -1,515 ~1,050 -1,140
_.'Year;end net mdcbtedness | : 3,950 6,870 10,000 13,000

L. Lsumat.cd. - ‘

¥ 2. Tor balance of puym_nts purposes, official Polish data on eyports and imports
- were adjusted to correct for errors in the treatient of transport.

3. Raf 1cctlng the beginning of special paymants {rom West CGermany.

4. Sdme 01 whlch was uged ior ccnpyn¢atomy flnanc1ng.

;Bccanse 6f the heaVy build up of its debt and rising
debt éervice,APoland is finding it increasingly difficult to

'_ iarrange for Westcrn financial credits. In first half 1976,
- known nct Durocurrency liabllitlcq rose by only 17469 million,
. down substantlally from $954 million in first half 1975.

-v Indic:ativ.c'of the seriousness of both Poland's payments crunch

., and iﬁs inability to secure sufficient financial credits are:

| - the request to the French that r-epayments on existing

. gov:ari;c;int;-backéd 1oan§ "be extended by‘_flO yecars; and the

| .
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v»,unsncob‘.ful recont rcquont to Nelqmum that tho bn]anue of
':;n 1973 ckport credlt line bn handed over for Polnnd'
'ilmmodmate uwc. Poland is also fandlng it DGCCSﬂary to pay '
hlgher Jntorcgt ratca on those 10ana 1t is ablc to Obtuln.
Poland is in the moot sarious prodxcamont anong tha
‘.CEHA countrios nnd thl have sexious balance of pnymontv
problcms for the ncrL sevoral yoars. Peduced Western con-
fidence 1n Polnnd'" ability to manage its dobt will probably
make it 1mpossib1n for Warsaw to contlnue to borrow heavily
in wGatern money malhcts. Poland howcvcr, is not Lotally
: WLLhout rcoourceo. There arc sizable government-guaranteed
credlt aL Poland 'S dlsposa1 and special West German paymcntq
will help through 1978. These funds are woefully inadeguate,
3fig however: to flnance the 1mport growth Warsaw considers
g *i'necossary.:~‘ |
The crucxal problem fao;ng thc 1Ladcrrhip is how to

S obtain the 1mports of industrlal anutS and °f grain and

'fecdstuffs necessnry to mect economlc qrowth plnn and

P
fF

;and the)fear of provoklng new dlsturbances Wlll be an 1mportant

‘econstraint on Warsaw 8 freedom of action. Waroaw has alrcady
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sufficiéntly

'If Poland 1& unablo to cut bach on 1mport

Sapproach to the French may have been the fxrst stop in this
fdiré¢§ipﬁ. One of thu factors affcctlnq rcflnanclng will

;be'nhethcr a ]ong-torm loan by a consoxtium of Western

Mi.bankvrs - b cked by thcll gov01nmont -~ is feasible.
v wQst Gcrmany, Poland's maJox creditor, may be tirced of bclng
% out front in help1ng Poland with credits ond other payments
? and would wanL to bring in other governments, po“vlbly
.f_i;»includlng the United States. A much_;arger Joan than the

recenL $425 mllllon West German financial credit may be

necc nary, howeover, to bail out Poland.

Romania

'Romania has incurred a large hard currency debt as a

;y?fj? resu;t of its ibng standing policy of importing substantial
_?f'i%udmouﬁfs 6f“Wés£ern téchholoqy and equipment. After permitting

its hard currency dcbt to escalate to disturbing proportjons

¢
3 r

in the 19605, Bucharest reactcd in the early 1970s by cutting
':Tback on the growth of ncw borrowing and by greatly sprcadlng
the debt out.;nuf

Romanlan ablllty to mandge its debt bogun to go awry in

W-1974' howcvor' 1argely as a result of lower Western demand

DEOETE AT Ao PRI TR T ol 13 S5t e B A ety et S A ,g~.?‘ff‘~’~'



,and tho LC ban on beef.. Jcrecvef; in 1975; ewports.plungedtd’-'a

malnly bccau,c of shorLfalls in agrlcultural ploductaon.
Even though Bucharcst reacted by cuLtlng back on imports,
Romanla 1ncurred a 40 5 bllllon trade de£1c1t for the qecond'

year in. a row.. The hard currency debt rosc to $3.0 bllllon

by end 1975. '

lff' Credlto backed by Weetern governnent° reprcsent the

7{?51ngle largesL source of flnanc1nc and by 1975 accounted for
.i7gmore than one—fourth of Romanla s total debt.j Romania has
"vfffialso recelved flnanc1ng 110m Iran and the IMF. Bucharest‘s

”*f*known borrow1ng on hurocurrency markets has remained small

‘¥w1th net llabilltles totalllng only $506 million by yearend

This year the Romaniane are tahlng strlngent measures

The erpccted sharp

to brlngrthelr trade def1c1t 1nLo llnc..

l
1
i
L

“or cut bac”,productlon plans, Romanla lS eXpected to allow

'ea rapid‘rlse'lh 1mports after 1976.‘ Although prospchs for
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Bucharest s credlt

i l

credlt“ito help cover th ‘de£1c1ts.

eought refrnanc1ng from We;t Cermany ~~in 1970 and 1975 ;—
f;end that[on.the second occas;on ref1nancxng was refused. |
| : }: On the plus 51de, Romanla has becn grantcd large long-
fin;term development credlts by the Norld Bank. Ceauscacu also
“'ghas cultlvated a close relatlonshlp wlth Iran, wthh already
‘has granted SLZable credlts. In aodltlon,‘Romanla could
.-]draw on an estlmated $2;0 mllllon in gold rcscrves.l On
'balance; however,:ther is a high probablllty that Romanla'

‘will once again be seeking refinancing in the next few years.

":Da"L GerWany.v
. In recenL "earo, Bast Germanj s appetlte for Westexrn .
fn?goods has far ex"eeded 1ts ablllty to pay. A continued
‘;:%slow-down in the growth of Soviet dellverlev has 1ncrea,ed
Ei;;dependonce on the WesL for 1ndustr1al materlale and graln.
“anfThls in turn has 1ed the leaderghlp to seek, as a matter
Af?éof urgency, the technology needed to compete in Western‘
:@f?markets. SR e C | | i

1 'rhe heavy borrowing rcquired to cover the 1arge trade

dcf101t8 1ncu redwln recent ycars puched East Gcrmany s hard

currency 1ndetedness up to $3 8 billlon at ycaxend 1975.,f

4NcL llablllLLC"xﬁn theinurocurrcncy markct accountcd for

15 ~'¢rx:>m"
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nearlvtenﬂ:halfﬁef the'totelkdebt}'aud jndthtﬂdno q.on**”Q
“i govcrnmcnt—guaranteed and other suppl*er credJLu, mostly
‘3} from West Germanj, accounted for perhap» another two-flfths.
§ The Eaet Germena were unable to. reouce ubstantlelly
;iﬁ theJr trade deflf;t 1n the flrst half of 1976, compalcd w:th
flrst half 1975, and becau e of tho need for cxtraoxdlnary

yj'amounts of graln are noL ezpected to do better for the

qf‘balance of'thc year.; Thus, the dch could rlge to $4 7 bllllon

;'1n the”flrst'half of the year.? Thcy arc now eeklng another

‘ . - [

;wxl_ try“toehold average annLal uef1c1ts below Lhc 107a

o : 1evel ven_lf large graln 1moort requmremento force further
i AEEI

7{ cutbacrs 1n other areas. Dven so, Dast Gcrmany w111 have to

resort to 1arge-sca1e borrow1ng in the Wcst.; This poseg no

lmmedlate problem,'although the cost of borrovlng ia expected
é . to go up,;banks are stlll ready to lond to the East Cermans.
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. mid-so.,;

'fter 1ndulging 1n a spendlng splee 1n the Weut in thc

Bulgarxa was forced to sharply curb the groth of

’f'flts 1ndobtedncsq.' Sofla, ho" aver, guffcred a sctback in

1974 74 due to Wcstern inflation, a new spurt in lmports of

seml-manufacture and ﬂtagnating cxportsg The heavy

borrOW1ng - moutly 1n financial credits -- required to

cover thc revultxng trade defmcxts boosted Dulgaria's not

!
hard currency lndebtedncss to $1.8 bllllon by yearend 1975.
Lj cuttlng back sharp]y on its imports this year, Bulgaria

should be able to significantly reduce its trade deficit

and ltS need for new credlt Borrowing on the Euromarket

i

rooe by only $200 million in first half 1976 as compared

w1th $300 mllllon in flrsL half 1975. By yearend Bulgaria's

debt could hlt $2 3 bllllon.

The Bulgarlans are under gxeat pressure to brlng thelr

debt bulden down to a manageable level. Unless Sofla can

‘i-grcatly stretch'out 1ts dobt - only about one-third is in

i

. {well have to acccpt absolute dropq in
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f flnan01a1 rclatlons wlth thc Vevt, uungury had to borxow'

,giresuitxng!from the weakening of Westcrn demand, Lhe BC ban

;fffon beeffnnd cuttle. and sovc)cly doteriorating tcams or

‘ t

“‘;1trade BVen though Hungary took strong measurcs to curb

‘%_1mports[1n the vecond half of 1974, the traoe dCflClt hit a

iArecord $100 million._ Hungary s net hard currency indehtod-

1

thees rosc £rom $600 mlllion at yearend 1970 co only c900
E 11_» .

mlliion”aé yearend 1973, only to sonr to $2. l b\lllon b)

\-1

yoarcnd 1973.' Slnce the late 19603 thc bulk of nungary'v

. llabllltlee hab been in commch1a1 bank loanq, which now

| h@.account for more “than 80% of the total debt, the hlghest :
:ﬁishare 1n Eastcrn Europe.; :

Tho strlngent neasures taken thlS year to cut imports

'together w1th tho good recovery 1n erports, should bring the

;5étrade dcf1c1t down to $500 mllllon. Bur, in the first half
Eof the year at lea t, net llabllltle" oh the Furomarket rose
-by $400 mlllion, the eamc as in flr,t half 1979 The.
?Hungarlans. however,'apparently do not erpect to borrow

'VEheav11y in. Lhe second half of the year, "and the debt should

*A;not rise to more than $2.6 bllllon by yearend.

Hungary s debt is expected to rise relatlvcly slowly

‘;onver the ncwt few ycars.: Because of 1ts deoisxvo action

’~§1n cuttzng 1muorts, Budapest 1s in a good p031t:on -= if

| f:heavily*in 1974 7J to covcr unexpectcdly large trude dcfrch»-:
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iexportv continue Lo rGCOVLP -~ to allow gome incrcase in

'ffimporte.aftcr 1976. BanPers apparently COhaldel uungaiy a )

‘?good crcdit rl'k and Wlll continue to plOVldc the £unds'

i a

fjnecded..~

iT:C7cchosJovakia
Thc CzecholeVaks have, 1f anything, been more conser-

ka4 "

Q'vative than the Hungarians in their Weetcxn borrowing and

Although its debt has

affmost 11Le1y will continuc to be S0.

L risen rapidly since 1970 and it encountered problems in its

. ‘,: ’
;;Eﬁexport markets in 1974~75, Czechoslovakia stnll has one of
|

“tﬁe 1owest debt servxce ratios in Bastcrn Euzope. Caecho-

510vak1a, however, is the only Dast Europcan country that

R

.‘appears to be having difficulties Jn realizing any gains‘ih

its exports this year.ﬁ Imports are being held down, but not

asimuchfas exports., Thus, Czechoslovakia 1" expected to

e R B B B B S S B S RS

b R

afdeficit about the same as the $600 million recorded ir

i

g

o

?g

mill:on'loan from a consortium of four West Gcrman banks. <
i

| &
Becau«c of 1tv 1ow debt, Prague probably w1ll be able to raise .;é
o conq1uorab]y more from commcrc1al banks. g:
[
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'Q;Coﬁ"tfaints Pac1ng tho U%aR and La tcrn
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Intcrnal and qtrucrural_

One of the maJoriconetralnts in thé growth of trnde'

i

Wlth the We t is uOVlOt and Last Duropewu lnabxlxty Lo

R M P AR PSR S R

A“‘fﬁi‘rapwdly er nd eXports._ Thcsc c0\ntrle" havc fa11ed to
'dimprove the qualxt; and. boph catlon of thn;r machxncxv

{dand equlpmcnt and are forced to rely upon exvortg of raw

o matorialg,~ocm1-manufacturcg, and - for ser Fast European

RTINS, w

o countrnes s fxnlshod consuner OOOdu.

*,ﬁ Thc SovxeL s?yle econow;c systam of plarn"d naterial

K
]

~ balances i. ngula:Jy 111—equ1pped to competc in Western

- markets. oov1et and East Europcan producors have long

operaeed in a sc]lcr 5 market whe;oby‘the allOCutlon of all

ST P SR A

? pLoductlon is guarantced in advance by thc "plan." Quantity

ji.thus takc, prccedencc over quality, 11ttle dttcnfxon is g
..‘, glvcn to pruvxdlng pnle part" ovQerxr »crvxc1ng, and there is §
?. ?_Jlttle rcw"rd Lor innovatlon. Most producers atiempt to E
! ;lavosd ha v;nv to produce for Lhe We tern markct, they have %
i_;i 11Ltle diloct knowledgc of Wevtern narhet condltlons and %
;.A g £
‘?fi receive 1nsuff1c1cnt 'eward for the added carc they are i %
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B Thc & problu:s'dto paramount in thu area
good ; OVlLL and mogt ant Luropcqn loadorq have beon

lOdth to makc the changcq xoqulrcd fox a m-anLngful c> punsion
in c:portﬂ of manufactured p\oduct to the Vcst

-“sof the xmplnmented programq to dxvorqify CYPOftv have been

perlpheral to thc real problems of prov;dlug eaporL p*oduccrg

IL w1]1 takc aome

xupgrade thc qualxty of cxport producto.*

‘rqpld eXport growth.- Othor Dast PurOpean countrlev quch as

'\ -

to alter Lhe Lraé t owal system. The u@Vlcto, in particular,

;~;haVL done llLtlQ Lo spur manufactured 900do cxportg despltc

1eader~sh1p exhortationq Lo the contrary.
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To date most
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"“3 § u,_,Al1 the East EurOpcan countries are £urther

r~. DTy ‘\;
R
d‘!d |LQ

- . gw

Romanla Polund and che U LR 101) hcavmly on

raw matcriuls and hcmi-mnnuLactur'q 1n thcir exports to -

‘ o |

thc wGst and hcnce havc bcon undcr 1e<s prcs uLc to- tampor

‘xlé . "

;

thhwphelr tradltional cconomlc system. Supply coneralnts,

4'-,;\

howevarf hinder the abxlity of thcse couptrie to rapudly

-
“l

H>w;th rapidly dwlndljng rescrve Romqn;a:

|  _cons1rainod in thelr ability to incrnase cxportw by their-

?5ﬂfneed to satxsfy consumcr dcmands. Although some of Lhe

ff;jcountrles have warncd thelr pe0p1e to empcct a ﬂlo“down in

;the growth of consumptlon, the lcaderu, all too aware of thc

.;unreut in’ Poland, musL handle Lheir tradc in such a way as

i |
W, J. ' , 1

fto mlnlmlze thc chances for serious popular dmocontcnt._

f~{;Poland, for c>ample, has alrcady reduced neat exXporis becau e

‘of Lhe sexloug shoxLages in Lhc domcstic market, and coal

ijis now belng eyported at the expense of the consumcr, but

T

‘fkarsaw may have to ultlwatcly glve 1n to the populatlon s

fgrumblxng over insufficment coal for home use. Romania ==

long rely;ng heavxly on e?ports of mcat and graln —— is runnlng
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.o

1nto ploblomq 1n increas Lng axports beeause of donestic
Lo -1‘.-
quuiremento.’ Thc Eas t Europoauv may cvcn havc io gurLaxl

l P
I

Lhc growth of consumcx manufactures expoxts in o:dcr to

ri pLovide moxe good# for the pﬂpu]ation.-‘

o1 With a. 1arge resourco base aad a a1cntex control
over 1ts populace the USoR is pelhapg in thc best poolulon
to cxpand cwgorts to Lhc West. Nonctﬁclc,s, they too havc

.fj had nnd ale e/pected to contlnue to thC problcm in thls‘

i ERAV R

:?] arca.x Tha ch;ets rely on raw matcrmal. - oil, natural gas,

tlnber --‘and seni—manufactulcd products such as diamonds -

v:f?annd platlnum group mPLala for the major share of hard

|

'],accountcd 01 the avcruge for ]cgs fhan 5% of exports to the

. 'wCst"“m‘.1971—197s.

remain undcvcloPedtuntll the 19803.; cheral ycars

M B >)

'?of'development and comvlet
,L

5on of the BAM raierud 1n Lhc

RER SRt
. C }“l f-o«)

: currency e port ealnlngs.- rinlshed manufactured qgouods cxports
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Wcst

111 Probably bc at the expcnse of domesticﬁt

!

"tidblor exports to East Buropcan and }c,s dcve]opcﬁ
.Over Lhe lowgcr term, aoviet raw ﬁéicllal xres oufce
development Wlll re st 1argcly on Mos cow'c abllxty to obfaln

Wevtern cxtrdctlon technoloay and cquxpm nt., To thl end

‘the USaR ha ', gned maJor devclopmcnt agrcemenL with Japan

(coal and foxv try dcvylopmcnt), France (dcvclopmﬂnt of
alumlnum proccs sing facilities), West Gox many (iron and steel
compl x) and eevardl conntr:es for chemxcal plants and natural
gas tranuﬂ éaion cqulpment. In all caqcs, Soviet exports

from thcqe pvoJcct are aﬂuulcd by componsatlon agreements,

and ovcx t:ne, wxll provxde eaLnlngs wcll 1n excess of the

t

cost.ofjrepaying'credlcs,
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VI1{§ A Costq and Boncf'ts of Govict and East Furonean
Assrstuncc in DnvtlopmonL in the Third Horld

‘—V&?L

| The USSR and Eastern Europe extcnded $17.5 bil~ o

lion in economic asszstance to the Third World in the

period 1954-1975.v Of thms total roughly .$7.6 billion

was drawn down.f $5 9 billion from the USSW and Sl. 7

billion from Bastern Europc.

'Sbviet and East European economic assistance has
\
provided at relatiVely 11tt1e cost. wA1though aid

it .-“ § |

‘xrequirements levied against domestic output of the

f;?beeq

ngommunlst countrles may cause occa51onal problems in

certain sectors, aid deliverxes are trivxal when

billlon of Sovief—East European aid provided LDCs in

the past 22 years had already been repaid, and net

'i'h annual aid transfers were runnrng well below $200

( mlllion.{ In the next few years we expect the flow to

' !j reverqe itself in the Communlst favor, as relatlvely

constant aid flows fall below prxncipal and 1nterest
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g casee repayments in commodltleo are als> advantageous

i'”itozthe donors as they guarontee a flow of raw materlalv

vxtal to Communlst needa.- For example, commodity re-

]

fpayments aic prov;dxng'

2 All of the USSR's natural gas imports
vy (frcm Iran and Afghan*stan),
'prproxlmately 5 million tons of
.?;ccrude 0il from Irag annually,.j'
;€7More than half the USSR's bauxltc
Ftcimp01ts (from Guinea); and,
ij:All%SOV1et xraw cotton 1mportoc
ﬁiargely from ngpt).

‘Closcr econcmic tles w1th the Third wOrld -= an

orollaries of the economic assistance program. SOVlet
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’“

_‘Comnunxst,countrles haVe prov1ded the bulk of thelr

i

A '”-economlc assistance.; Moscow also has scored polltlcally

'in some countrles desplte relatlvely small outlays. Its

:help to the development of publlc sector‘lndustrlal

complexes, whlch Western countrles would not support,

ccompanled by propaganoa that ofte was convxncxng.

In some ca es the a1d has contrlbuted SIGnlflCunoly to.
LDC growth potentlal. In Egypt and Indla, for example,
the USSR contrlbuted lmportantly to publlcly—owned

heavy lndustrlal plant capacity- in Syrla and Iraq,

Moscow was respon31ble for developlng natlonal oil

lndustries. In several instances Moscow galnod “extra
prestlge w1th ald offers from major installations turned
down by other donors e g., the Aswan Dam, the Bokaro

steol mlll in Ind;a, and the Esfahan steel mlll in Iran.
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“;' Sov;et and East European military aales to LDCu'
eetimated at less than $9 billion in 1971—1975, also
are provxdod at relatively little cost to Communlst
countrles._ Desplte hoscow s wllllngness to supply ltS
most aophlstlcated weapona systems to LDCs, it often
exacts”prices that may be nearly comparable to the cost
of produc1ng the equlpment in the US. Although earlier
agreements may have 1nc1uded conce°sxonary pricing and
.'alewed.defegred payments,many agreements in the 1ast
'fe&?yeeis afé belie?ed to be cash eales. ‘The change to
casﬁ sa;es basxcally ‘reflects sales to Arab countries
f recelving flnanc1al support from the oxl—rlch Arab |

l‘_ States and sales to OPEC countries. Moscow thus has

':fvdeveloped a new source of hard currency while still

'“lconcentrating its milltary program ln the stratpglc

‘ﬁf Mldd1e nastern and North African area. 3}
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